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Report of Independent Accountants

To the Board of Directors and Stockholder of
R.J. Thompson Secunties, Inc.:

In our opinion, the accompanying statement of financial condition and the related statements of
operations, changes in stockholder’s equity and cash flows present fairly, in all material respects, the
financial position of R.J. Thompson Securities, Inc. (the “Company”) at March 31, 2003, and the
results of its operations and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management; our responsibility is to express an opinion on these
financial statements based on our audit. We conducted our audit of these statements in accordance
with auditing standards generally accepted in the United States of America which require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion, ‘

Our audit was ¢conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information included on pages 9 through 11 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934, Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

As discussed in Note 1, TD Waterhouse has communicated its intentions to cease the operations of the
Company prior to March 31, 2004.

Prcotidse (bopua LLP

May 9, 2003 .
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R.J. Thompson Securities, Inc.
Statement of Financial Condition
March 31, 2003

Assets

Cash and cash equivalents
Receivable from clearing brokers
Prepaid expenses

Other assets

Due from Parent

Liabilities and Stockholder’s Equity
Liabilities
Accounts payable and accrued expenses
Other liabilities
Total liabilities
Stockholder’s equity
Common stock, $1 par value, 100 shares authorized and issued
Paid-in capital
Accumulated deficit
Total stockholder’s equity

$ 873,782
281,812

43,281

7,665

47,639

§ 1,254,179

$ 114,086
7,827

121,913

100
7,000,511
(5,868,345)
1,132,266

¥ 1,254,179

The accompanying notes are an integral part of these financial statements.
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R.J. Thompson Securities, Inc.
Notes to Financial Statements
March 31, 2003

1.

Description of Business

R.J. Thompson Securities, Inc, (the “Company™) is a wholly owned subsidiary of TD Waterhouse
Group (“TD Waterhouse™). TD Waterhouse acquired the Company during November 2001. The
ultimate parent of TD Waterhouse is TD Bank, The Company is a broker-dealer which provides
securities distribution and brokerage services 1o the general public through its website, fjt.com. The
Company derives a majority of its revenues from commission income from the brokerage of
securities and from payments from certain market makers. The Company operates on a fully-
disclosed basis and executes and clears trades through National Investor Services Corp., an affiliate.
In December 2002, TD Waterhouse communicated its intentions to cease the operations of the
Company. Although no definitive date has been determined, the Company anticipates all operations
will cease prior to March 31, 2004,

Summary of Significant Accounting Policies

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the
United States of America, management is required to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Management estimates that the fair value of financial instruments recognized on the Statement of
Financial Condition (including receivables and payables) approximates their carrying value, as such
financial instruments are either reported at market value, are short term in nature or bear interest at
current market rates.

Cash and Cash Equivalents
The Company considers all highly liquid investments with a maturity of three months or less when

acquired to be cash equivalents.

Securities Transactions
Commission income and expenses are recorded on a trade-date basis. Securities transactions of the

Company are also recorded on a trade-date basis.

Advertising and Marketing
Advertising production costs are deferred until the related advertising campaign commences. Other
marketing costs are expensed as incurred. At March 31, 2003, the Company did not have any

deferred advertising costs.
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R.J. Thompson Securities, Inc.
Notes to Financial Statements, Continued
March 31, 2003

Income Taxes
The Company accounts for income taxes using the liability method. Under this method, deferred

tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. Under the asset and liability method, the effect on-deferred tax assets and
liabilities of a change in tax rates is recognized in operations in the period that includes the

enactment date,

Related Party Transactions

The Company operated under an expense agreement, dated August 6, 1999, with the former parent
company, R.J. Thompson Holdings, Inc. (“Holdings™), for which it received certain administrative
support. The agreement, which expired in January 2002, covered certain compensation, hardware,
software, office space and other costs. Although the agreement expired and was not formally

extended, TD Waterhouse continued the expense arrangements. Such expenses are not reflected in

the accompanying financial statements.

On November 1, 2001, Holdings was acquired by TD Waterhouse. On December 3, 2001, the
Company began clearing its customers’ securities transactions through an affiliated clearing broker
on a fully disclosed basis. Commission revenues and brokerage, clearing and exchange fees
incurred in relation to these services for the year ended March 31, 2003 amounted to $6,483,856 and
$3,584,659, respectively. The affiliated clearing broker remits to the Company, in the form of a fee,
a portion of the net interest spread that it earns on customer accounts introduced by the Company.
Such interest amounted to $520,136 for the year ended March 31, 2003. The affiliated clearing
broker is responsible for collecting commissions and related fees from customers and generally
remits such amounts, net of clearing and other fees charged, to the Company within thirty days.

The net amount receivable from the affiliated clearing broker was $277,344 at March 31, 2003.

Income Taxes

The Company is included in the consolidated federal income tax return of TD Waterhouse. Tax
expense is allocated between TD Waterhouse, the Company and other affiliates based on their
respective contributions to consolidated taxable income in accordance with their tax sharing

agreement.

The actual tax expense for the year ended March 31, 2003 differs from the statutory tax expense
computed by applying the applicable U.S. Federal corporate tax rate of 35% to income before

income taxes as follows:

Computcd statutory federal tax benefit $  (65,040)
State tax effect (2%) (3,717)

$  (68,757)



R.J. Thompson Securities, Inc.
Notes to Financial Statements, Continued
March 31, 2003
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The Company’s temporary differences related primarily to unamortized startup costs for tax
purposes and net operating loss carryforwards. A full valuation allowance has been established
against the Company’s deferred tax asset of approxunately $2,000,000 as of March 31, 2003 due to

the uncertainty of realization of this asset.
Financial Instruments with Off-Balance Sheet Risk and Concentrations of Credit Risk

The Company has a nationwide retail customer base. In the normal course of business, securities
transactions for brokerage customers are introduced by the Company and cleared through an
affiliated clearing broker on a fully disclosed basis. Pursuant to an agreement between the
Company and the clearing broker, the clearing broker has the right to charge the Company
unsecured losses that result from a customer’s failure to complete such transactions. At March 31,
2003, there were no material unsecured losses related to the agreement.

AtMarch 31, 2003, substantially all cash and cash equivalents were held with one federally insured
financial institution,

Net Capital

The Company, as a registered broker and dealer in securities, is subject to the Uniform Net Capital
Rule (“Rule 15¢3-17) of the Securities Exchange Act of 1934 and is required to maintain a
minimum net capital, as defined in the Rule. Net capital and the related net capital requirement may
fluctuate on a daily basis. As of March 31, 2003, the Company had net capital of $1,029,213 and 2
net capital requirement of $250,000. The Company’s ratio of aggregate indebtedness to net capital
was .12 to 1.00 at March 31, 2003,



